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SUBJECT: INDICATORS OF KOREAN ECONOMY REMAIN BOUYANT 

SUMMARY: IT WAS MORE OF THE SAME FOR THE KOREAN ECONOMY IN JULY 
AS PRELIMINARY DATA SHOW ANOTHER MONTH OF VIGOROUS EXPORTS, 
MOUNTING FX RESERVES, STRONG DOMESTIC FISCAL PERFORMANCE AND 
RELATIVE PRICE STABILITY. END SUMMARY. 

1 . PRELIMINARY JULY DATA ON THE KOREAN ECONOMY SHOW FURTHER 
ADVANCES FOR THE EXTERNAL SECTOR BALANCED WITH A STRONG 
DOMESTIC FISCAL PERFORMANCE. ON THE EXTERNAL SIDE, THE CASH 
FLOW OR KFX SURPLUS ON CURRENT ACCOUNT WAS A REMARKABLE $211 
MILLION. EQUALING THE $2 1 1 MILLION SURPLUS ACHIEVED OVER THE FIRST 
SIX MONTHS OF THE YEAR. DOMESTICALLY, AN OVERALL FISCAL 
SURPLUS OF 44.5 BILLION WON CONTRIBUTED IMPORTANTLY TO HOLDING 
SEASONALLY ADJUSTED INCREASES IN MONEY SUPPLY AND DOMESTIC CREDIT 
TO 17.7 PERCENT AND 12.0 PERCENT RESPECTIVELY THROUGH JULY 31, 
VIRTUALLY UNCHANGED FROM THE END- JUNE FIGURES OF 17.8 PERCENT 
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AND 11.6 PERDENT. 
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2. THE LARGE KFX SURPLUS REFLECTED VIGOROUS EXPORTS OF 

BOTH COMMODITIES AND SERVICES. THE KFX COMMODITY EXPORT TOTAL 
BROKE THROUGH THE $700 MILLION BERRIER FOR THE FIRST TIME, 

HITTING A RECORD $709 MILLION. KFX IMPORTS, MEANWHILE, SLIPPED 
TO $545 MILLION, DOWN FROMTHE ROUGHLY $590 MILLION TOTALS 
REGISTERED IN EACH OF THE TWO PREVIOUS MONTHS. KFX DATA ON 
INVISIBLE TRADE RECORDED A SURPRISINGLY LARGE JULY SURPLUS OF 
$53 MILLION, WHICH, BY COINCIDENCE, ALSO EXACTLY EQUALED THE $53 
MILLION SURPLUS FOR JAN- JUNE. WHILE THIS KFX ACCOUNTING ON 
INVISIBLES DIFFERS SIGNIFICANTLY FROM FULL BALANCE OF PAYMENTS 
ACCOUNTING FOR SERVICES (E.G. PAYMENTS EXCLUDE SUBSTANTIAL 
FREIGHT AND INSURANCE OUTLAYS AND RECEIPTS INCLUDE REMITTANCES 
THAT ARE LATER MOVED TO THE TRANSFERS ACCOUNT), THE FACT THIS 
ACCOUNT IS RUNNING A SURPLUS OF $106 MILLION THROUGH JULY AS 
COMPARED TO A DEFICIT OF $36 MILLION FOR THE SAME PERIOD ON 
1975 IS AN ALMOST CERTAIN INDICATOR THAT 1976 INVISIBLES PER- 
FORMANCE TO DATE ON A FULL BALANCE OF PAYMENTS BASIS IS AS GOOD 
OR BETTER THAN A YEAR AGO. RECENTLY REVISED BALANCE OF PAYMENTS 
DATA, MOREOVER, SHOW THE NET DEFICIT FOR SERVICES AND TRANSFERS 
IN FULL YEAR 1975 AS $215 MILLION, OR FAR SMALLER THAN THE 
$442 MILLION PRELIMINARY ESTIMATE USED AS A BASE FOR THE 
ORIGINAL PROJECTION OF A SERVICES AND TRANSFERS DEFICIT OF $557 
MILLION FOR 1976. 

3. LOOKING AHEAD, LEADING INDICATORS ON FOREIGN TRADE CONTINUED 
THE JUNE PATTERN WITH EXPORT LTTER-OF-CREDIT ARRIVALL TOTALING 
$677 MILLION AGAINST KFX IMPORT LICENSING OF $614 MILLION. THESE 
INDICATORS POINT TO SOME FLATTENING OUT OF EXPORT GROWTH AND 
MODERATELY STRONGER IMPORT LEVELS IN THE MONTHS AHEAD, BUT 
REMAIN CONSISTENT WITH THE EMBASSY'S FULL YEAR FORECASTS OF 
$7.5 BILLION FOR EXPORTS AND ROUGHLY $8.0 BILLION FOR F.O.B. 

IMPORTS. IF ANYTHING, THE OVERALL JULY RESULTS SUGGEST EVEN 

THE EMBASSY'S ESTIMATES ON BALANCE OF PAYMENTS PERFORMANCE MAY 
PROVIDE CONSERVATIVE. 

4. AS GROSS FOREIGN EXCHANGE RESERVES CONTINUED TO MOUNT DURING 
JULY, THE MININSTRY OF FINANCE DECIDED IT WAS A PROPITIOUS 

TIME TO REDEFINE GORSS FOREIGN EXCHANGE RESERVES (FX). THE NEW 
DEFINITION EXCLUDES FOREIGN EXCHANGE HOLDINGS OF FOREIGN BRANCH 
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BANKS, BUT INCLUDES GOLD AND SDRS NOT PREVIOUSLY COUNTED. THE 
NET EFFECT WAS TO LOWER THE OFFICIAL JULY 3 1 FX TOTAL BY $96 
MILLION. EVEN WITH THIS ADJUSTMENT, OFFICIAL DATA SHOW FX 
RESERVES OF $2,127 MILLION AS OF JULY 31, UP $98 MILLION OVER 
THE $2,035 MILLION REPORTED UNDER THE OLD DEFINITION AS OF 
JUNE 30. 

5. JULY WAS ALSO ANOTHER GOOD MONTH ON THE PRICE FRONT. PRE- 
LIMINARY DATA SHOW WHOLESALE AND RETAIL PRICES EDGED UP 0.2 
PERCENT AND 0.5 PERCENT RESPECTIVELY. INCREASES OVER A YEAR 
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EARLIER ARE NOW 9.4 PERCENT FOR THE WHOLESALE PRICE INDEX AND 
12.3 PERCENT FOR THE CONSUMER PRICE INDEX, CORRESPONDING ALMOST 
EXACTLY TO THE RESPECTIVE TARGETS OF 10 PERCENT AND 12 PERCENT 
FOR 1976 AS A WHOLE. 

STERN 
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